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“THIS IS HOW WE MEET 
COMPETITION TODAY” 


Plenty of Speed and Service Means More Commission and Interest 


who are doing a satisfactory 

volume of business we are often 
asked how we secure loans in the face 
of the tremendous competition and 
lower rates? 


j IKE others in mortgage banking 


Here is a brief record of our experi 
ence. 


Our company, with its main office in 
Pasadena and a branch in Los Angeles, 
has been in the mortgage loan business 
since 1923. During those sixteen years 
of booms and depressions, we have 
made and sold well over $30,000,000 of 
first trust deed loans. A majority of 
these were sold to individual clients for 
whom we handle all collection details 
including tax follow-up, insurance cov 
erage, and even foreclosure when neces- 
sary. These loans are sold on either a 
differential interest basis or a flat col- 
lection fee. Our clients’ collections out- 
standing and controlled by us have av- 
eraged about $3,000,000 for the past 
several years. We also handle all of the 
loan applications for a building and 
loan association in Pasadena controlled 
by the same stockholders who own our 
firm. The building and loan associa- 
tion has a present loan portfolio of 
slightly under $3,000,000 and, at the 
rate of growth and loan pay-off during 
the past three years, requires about 
$1,250,000 in new loans each year. 

Approximately 90 per cent of all 
loans we handle are construction loans 
on residential properties. We are con- 
sequently dealing primarily with indi- 
vidual contractors. 


By RICHARD D. ASTON 


Securing good loan applications we 
consider our main business. A good 
loan will sell itself. Our biggest pay 
goes to the men who can go out and 
bring in applications, and they do it! 





HIS is one firm’s story of 

what it is doing, and how it 
is doing it, to maintain a satis- 
factory volume of business dur- 
ing times when competition is 
particularly keen. Mr. Aston is 
secretary and treasurer of the 
West Coast Bond and Mortgage 
Company of Pasadena, Califor- 
nia, and an MBA member. He 
tells here, in a detailed way, 
just how his firm operates, what 
it does to get loans and how it 
handles them. 





Those we have tried who sat in the of- 
fice and waited for the loans to come 
to them starved to death—or would 
have if we had kept them that long. 
Primarily our loan men keep in touch 
with the contractors, but they will go 
anywhere a good construction loan can 
be found. 

The continuity and volume of our 
business has been due mainly to accom- 
modating our construction loan policies 
and practices to the needs of the indi- 
vidual contractors, most of whom are 
operating on limited capital. 

They are interested in speed-of-com- 
mitment, absence of red-tape, service 
and speed in drawing and recording 
loan papers and finally, and most impor- 


tant of all, in prompt availability of loan 
releases and the elimination of the 
thirty or sixty-day delay that is common 
for the release of the completion pay- 
ment on a construction loan. 

We advertise twenty-four hour serv- 
ice, but many times our commitment is 
almost immediate. We speed commit- 
ments by our knowledge of local values 
and the quality of construction typical 
of each individual local contractor. We 
have expert architectural and estimating 
available on our own. staff. 
We have men with the power to loan 
looking at the properties and the plans 
and specifications daily. In dealing with 
builders whom we know, we do our work 
before the application for the loan is 
even signed so that when the borrower 
himself signs, the loan is ready to go 
through. 

Our loan papers are handled in our 
own escrow departments which are 
staffed by employees who have been 
previously trained in public escrow 
work in local banks and who therefore 
are equipped to pass on the majority 
of problems that come up regarding 
sufficiency of the title, acceptability of 
conditions and restrictions and similar 
matters that can cause filing delay in a 
more complicated title set-up. Close 
working contact with the corporate title 
insurance companies that insure all of 
our loans completes the set-up for fast 
recording once the loan is passed. 


services 


Speed and availability in progress 
pay-outs are accomplished by immedi- 
ate inspections when a payment is re- 
quested. 
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In California, in order to have a first 
lien in connection with a construction 
loan, it is necessary that: 

1. Papers be recorded before any 

work is started. 
2. A binding contract be entered 
into for the payment of money 
at definitely determinable times, 
such as certain stages of progress 
of the building. 
No payments be made BEFORE 
they become due under the con- 
struction loan contract. 

We use an independent surveyor's 
inspection of the lot with photographs 
at the time of recording to show that no 
work has been started. 


Close Watch Maintained 
Over Construction Work 


To be sure that our money goes into 
the job, we require that receipts for 
labor and material, in amount equal to 
each release, be furnished us by the 
contractor or that we pay bills direct on 
order of the owner, or contractor, or 
both. This is a lot of work, but if the 
contractor is paying his bills he should 
have receipts and can furnish them to 
us without much trouble. If he is not 
paying his bills we do not want the loan 
anyway. This pay-out method builds 
good will with the material men because 
it helps them get their money. It is 
some protection to the owner because a 
contractor would have to engage in a 
considerable amount of forgery and per 
jury and general misrepresentation in 
obtaining money under false pretenses 
if he tried to draw his loan releases 
without paying his bills. Following 
this procedure, we then make the final 
payment to the contractor as soon as 
the buildings are finished, notice of 
completion filed and an affidavit fur 
nished us by the contractor in which he 
states that all bills, including the balance 
due him, have been paid. The receipts 
in our file, the general standing of the 
contractor and possibly the fear of sign 
ing a false afidavit have so far com 
bined to make this method of operation 
most effective from our standpoint. 
From our general experience with lien 
and completion bonds, it is better to see 
that bills are paid than to sue some one 
else who promised to see that they 
would be paid. Of course, there are 
some cases where the owner requires a 
completion bond or requires that the 
final payment be held until sixty days 
after the notice of completion is filed. 
We do not recommend our customary 
procedure as absolute protection to the 
owner, but are willing to make our pay- 
outs on that basis in cases where the 
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contractor has sold himself to the 
owner so that he is permitted to oper- 
ate on our disbursement basis, without 
bond. 

We had the advantage of being in 
the market for loans when most, if not 
all, of our competitors were out of the 
market between 1931 and 1933. We 
also started making amortized loans 
when most of our competitors, except 
for the building and loan associations, 
were investing in straight loans and re- 
fusing to accept principal reduction 





66 M]JO lender meets all of the 

things offered by his com- 
petitors. We happen to be long 
on speed and service so we can 
charge a little more commission 
and a little more interest than 
some ... We have always 
charged commissions . . . We 
still get lots of the business and 
the same kind of loans. We 
know they are the same kind... 
because every now and then we 
have some left over and sell 
them to the banks at par and a 
small premium,” Mr. Aston 
sums up. 





prior to maturity. These may appear to 
be small matters, but the contractors 
and borrowers in this area seem not to 
have forgotten. The continuity of the 
service, the sympathy with the needs of 
the borrower and contractor, the speed 
of the commitment, and the personality 
and attitude of our men who come into 
contact with our borrowers and con- 
tractors build a combination that is 
hard for our competitors to completely 
break. What impresses our borrowers 
and contractors most is that we are al- 
ways in the market for good loans, 
always anxious to pay loan releases 
when the contractors are entitled to 
them. We try to demonstrate that we 
are in business to lend money and are 
glad to do so. We make every effort to 
avoid creating the impression that we 
are “big shots”, sitting back in easy 
chairs, reflecting, rather condescending: 
ly, whether we will “grant” the lowly 
applicant a loan. 
No Lender Can Meet All 
Things Competitors Offer 
You may have noticed nothing has 
been said about rate or term of repay- 
ment or percentage of loan. We are 
not attempting to meet all rates, all 
terms or, particularly, all percentages of 
loans granted. No lender meets all of 
(Continued page 7, column 3) 
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ABA’s bank survey shows that 41% 
of replying banks now make FHA loans 
but more than that (43%) make build- 
ing loans without the FHA prop... 
average bank FHA loan: $3709. Trust- 
Buster Arnold hopes to bring building 
costs down 10% to 15% this Fall. . . 
his investigation will hit unions, trade 
groups, manufacturers, etc. .. . National 
income this year: between 50 and 58 
billion, 600 million, says Alexander 
Hamilton . . . can be tentatively set now 
at $53,900,000,000, lowest since 1934 
and less than 1938 . . . Life companies 
put more investment money in private 
industry last year than in Government 
bonds, for the first time since 1931... 
Congressman Kean (N. J.) says Presi- 
dent is wrong about national debt, says 
it isn’t 39 billion, 950 million but 45 
billion. His reasoning: you must add to 
debt $5,416,700,000 guaranteed obliga- 
tions... . 8 @ 


Twenty-five million dollars of large- 
scale FHA projects came to dead stop 
as result of the controversy over section 
207 throwing 25,000 skilled 
mechanics temporarily into unemploy- 
ment .. . so say the press releases . . . 
O. J. Arnold, president, Northwestern 
National Life, declared at U. S. Cham- 
ber meeting that life companies have 
a “recovery fund” of 750 million... 
which they are eager to invest in 
American business and jobs . . .if the 
investments were available . . . life firms 
have all the government bonds they 
want, he added in last ten years 
earnings on total life company assets 
have decreased from about 5.1% to 
3.6%. Washington gossips have it 
that FCA won't take kindly to being 
stuck in Wallace’s department under 
reorganization plan that, if it 
happens, it means big boost in farm 
loans by private lenders . . . Reasoning: 
Farmers will figure FCA in politics may 
mean policy change every 4 years... 
hence they'll take private loans instead. 

2s 2 

Proposed amendment to FHL Act to 
permit FHL banks to lend on “all first 
mortgages would permit mutual savings 
banks” to come into system . . . there are 
562 such banks in U.S. now. . . and 
only 9 are in FHL set-up now .. . with 
none in Federal Reserve system 
General property taxes, which 25 years 
ago produced 51% of all State tax 

(Continued page 5, column 1) 
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A LIFE COMPANY APPRAISER PUTS 
MORTGAGE LENDING UNDER THE MICROSCOPE 


And Makes a Comparison of Conditions in New York and Elsewhere 


ORTGAGE lending institutions 
M today have two measures of re 

sponsibility to their investors, 
policyholders, or depositors. One has 
to do with their mortgage investments, 
the other their foreclosed real estate. 
There is not as much geographical vari- 
ation in methods, customs or practices 
among lending institutions as formerly 
existed. The depression has made us 
all conscious of past mistakes and the 
national lending agencies of the Gov- 
ernment have had a large part in 
standardizing nationally lending cus- 
toms, thus bringing about a greater uni 
formity of customs and practices, but 
it is a long way, geographically, from 
New York City to Seattle and there is 
as yet no uniformity in state legislation 
which directly affects our business so 
that we may discuss, with some interest 
(whether it be profitable or not is a 
question) how you do business in New 
York as compared with customs and 
practices elsewhere. 

A first question might be: How do 
you get your business and how do you 
ay for i’s acquisition? Phrased in 
another way, it is the mortgage broker's 
problem. New York has not felt the 
change taking place elsewhere in that 
we are able here to maintain, in a large 
degree, the former custom of treating 
the broker as an agent of the borrower 
and as such one who should be paid 
for his services by his principal. In New 
York City borrowers still prefer to deal 
with their lenders through the agency 
of a broker whom they select and the 
broker prospers most who best serves 
the borrower. If he can play one lender 
against the other and break down the 
interest rate or secure larger loans than 
other brokers he is quick to proclaim 
to the borrowing public his accomplish- 
ments and on such reputation build his 
business. His success in that line per- 
haps justifies the confidence which the 
borrowing public in New York City 
still maintains in the ability of the 
broker to serve his interest and the re- 
luctance to deal direct with the lender. 

This is in marked contrast to the 
growing tendency in other sections 
where the mortgage broker has rapidly 
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By FRANK D. HALL 


lost the position he formerly held. The 
rule elsewhere, at the present time, is 
for the owner to “short circuit” the 
broker and deal direct with the lender. 
In fact, this tendency is not of recent 
origin because the succesful broker in 
the West and South, where capital was 
not so plentiful as in the East, has been 
for many years an agent for some lend- 





R. Hall observes that the 

mortgage broker's position 
in New York remains that “of an 
agent of the borrower and as 
such should be paid for his ser- 
vices”. He notes that mortgage 
lending has come a long way 
from the days when “I promise 
to pay” literally meant “I prom- 
ise to renew.” Foreclosure costs, 
he notes, are unreasonably high 
in many states, with taxes 
another depressing — problem. 
In New York real estate taxes 
take about 25 percent of gross 
rents as against around 20 per- 
cent for the country as a whole. 
In Manhattan they run from 16 
to 100 percent—or to confisca- 
tion! Minneapolis, Des Moines 
and Boston are also bad from 
this viewpoint, he says. 





ing institution having more or less ex- 
clusive rights to charge commissions on 
loans made by such institutions and the 
borrower has long had the feeling that 
he could save something by dealing 
direct with the lending institution. In 
the present competitive situation the 
tendency elsewhere is to yield to that 
desire and either set up direct connec- 
tions as branch offices or to absorb the 
brokerage as part of the acquisition cost. 
In other words, the tendency now out- 
side New York is to give a selected 
broker some protection over a given ter- 
ritory and pay that broker for bringing 
in an acceptable loan. Both customs 
have their advantages and disadvan- 
tages. In the last analysis the custom 
will be established that is preferred by 
the borrowing public. In New York 
City his preference is to deal with 


brokers of the borrower's selection 
elsewhere the tendency is to deal with 
the brokers of the lender’s selection. 
Appraising is the particular phase of 
mortgage lending with which I am most 
directly concerned, hence it is natural 
that I should wish to develop some of 
my observation as to this all-absorbing 
and important subject. I have gained 
the opinion from my limited observa- 
tion in New York City that in former 
times at least, and I fear to some extent 
the custom still prevails, of having on 
the file as an evidence of the value of 
the real estate securing mortgage loans, 
an appraisal report that is nothing more 
than a certificate or certified opinion un- 
supported by any description other than 
the mere identity of the property and 
with no accompanying data that sup- 
ports the opinion. I defy any lending 
executive to read such appraisal certi- 
ficates and reach any conclusion of his 
own as to the extent of investigation 
which the appraiser has made or of how 
he arrived at his opinion of value. I am 
happy to note some improvement in this 
respect in recent months and some evi- 
dence of a recognition on the part of 
well-known, professional appraisers that 
their client is entitled to more than an 
unsupported certificate of value. 
Comparing this with the country at 
large, I am able to speak with some 
authority when I say that even before 
the current depression as far back as the 
optimistic days of the 20°s, appraisers 
for lending institutions were required to 
make some extensive reports on the 
property appraised and to set up evi- 
dences of the surveys which they may 
have made touching not only on cost of 
reproduction but economic factors that 
have some bearing upon the present 
worth of the future benefits that arise 
out of ownership so that the institutions 
investing their funds upon such reports 
were able to discover which of several 
approaches to the value estimate were 
controlling in the appraiser’s mind. Ex- 
pressed in another way, the reviewer 
of such reports or the investment com- 
mittee passing upon them had not only 
an opinion of value but some of the as- 
sumptions of the appraiser upon which 
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such opinion was predicated. There is 
a reasonable zone of doubt and error 
in all appraisals. It isn’t enough for the 
executive of a lending institution to 
know what value the appraiser found 
but he should know how the appraiser 
resolved his doubts within that reason- 
able zone of error—whether in favor of 
or against the property. In my experi 
ence I have a minimum of difficulty in 
securing reports of that nature among 
professional appraisers or staff members 
in the country at large because they are 
accustomed to that type of report 
whereas in New York City I have en- 
countered the strongest resistance, 
amounting even to a resentment that 
the lender should in any way question 
the professional opinion of the appraiser 
or expect from the appraiser any indi- 
cation of supporting assumptions on 
which the appraisal is made. 


The Mortgage Pattern as Mr. 
Hall Traces It from Past 


The mortgage pattern has to do with 
terms such as rate of interest, duration 
of the loan and its amortization. New 
York State has long been the seat of 
great wealth. It has over many years 
built up a system of great savings banks 
and trust companies who look to mort- 
gage loans as a favored investment. Be 
cause they were prohibited from lend 
ing outside the State they faced a prob- 
lem of securing and maintaining a vol- 
ume of mortgage investments in keep- 
ing with their rapid growth. In contrast 
to this, the South, West and Midwest 
had to look to outside funds to supply 
its needs. Until the life insurance com- 
panies entered the city loan field soon 
after the World War, real estate loans 
were financed largely by local savings 
and loan institutions organized on a 
thrift idea, creating a revolving fund 
for home owners. This involved a 
mortgage pattern of immediate and 
constant amortization’ usually in 
monthly installments. Borrowers were 
therefore educated to a plan of pay- 
ing off their mortgage and the typi 
cal owner looked forward to the 
time when he would own his own home 
free from debt. Such institutions were 
glad to get their money back because 
there was a demand for new funds 
greater than they could supply. When 
Eastern firms were induced to come into 
the territory they largely followed the 
custom of immediate and _ constant 
amortization. The most usual amortiza- 
tion required by outside funds was 
5 percent per annum on both business 
and home loans. 


As I became acquainted with lending 
customs in the Eastern states and parti- 
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cularly around New York and New 
England, I was impressed greatly with 
the fact that neither lenders nor bor- 
rowers wanted a mortgage pattern that 
contemplated the ultimate payment of 
the principal. Mortgage notes as printed 
did not express the intent of borrower 





R. Hall, chief appraiser of 

the Equitable Life Assur- 
ance Society of the United 
States, here reviews current 
mortgage and real estate prac- 
tises in New York City as com- 
pared with those in other parts 
of the country. Based on his 
experience with one of the na- 
tion’s largest life insurance com- 
panies, he has some pertinent 
observations to make on trends 
in mortgage lending, appraisals, 
foreclosure costs, liquidation 
problems and taxes. Mr, Hall 
recently spoke before The Mort- 
gage Conference of New York. 





or lender when it said “I promise to 
pay.” The intent of the contract was “I 
promise to renew.” It took the late de- 
pression in which we still find ourselves 
to bring to the realization of the lenders 
a need for amortization and when that 
realization came the owners were not 
prepared to meet it. In the nature of 
compromise, prompted by the thought 
that if we can’t get what we need we 
will take what we can get, there has 
grown up a standard of 2 percent 
amortization to which borrowers have 
reluctantly consented. I don’t know 
how 2 percent was hit upon or why it 
should have such an appeal, but it may 
be of interest to note here that west of 
the Delaware River most loans, other 
than FHA, are made today on amortiza- 
tion of not less than 4 percent and it is 
not an infrequent occurrence for us to 
get applications for conservative loans 
with amortization as high as 6 percent, 
something that is impossible to secure 
in New York City 

The HOLC, through its research and 
bulletins, has disclosed the wide varia- 
tion of foreclosure costs throughout the 
country. You can foreclose a deed 
of trust in Texas for $25 and have pos- 
session within 30 days after you start 
proceedings. You can foreclose a mort- 
gage in West Virginia at the total ex- 
pense as low as $50 and it seldom ex- 
ceeds $100. The same is true in Vir- 
ginia. The costs in Massachusetts are 
about the same, assuming of course that 
there is no defense. Foreclosure in such 
cases is under a Deed of Trust with 
power of sale, usually regulated by 


statute. The procedure is simple and 
the record of title conclusive. On the 
other extreme, we have in Illinois, fore 
closure expenses running as high as 
$750 on a $5,000 loan with 15 months 
redemption after sale, during which the 
mortgagor is in possession. In at least 
six of the states there has been no mora- 
torium legislation. In some states where 
legislation was formerly upheld on the 
ground of emergency the Appellate 
Courts, have, within the last year or so, 
declared the emergency over and such 
legislation now unconstitutional. In 
New York we are burdened, with a fore- 
closure procedure at once technical and 
expensive. The expenses are largely 
regulated by statute and when I say ex 
pensive I have reference to the smaller 
home loan. The foreclosure of large 
mortgages in New York State, however, 
compares favorably with other sections 
since it costs but little more to foreclose 
in New York a large mortgage than it 
does a small one. The hardship rests 
upon the holder of the small home loan 
and indirectly upon the borrower. The 
HOLC found their foreclosure expenses 
in New York were exceeded only in 
Illinois and that parallels the experience 
of my company. 
City Real Estate Taxes Take 
20% of Gross Rents 

Our foreclosed real estate problem 
is first one of management to secure 
maximum returns until the property is 
sold and, second, the liquidation or 
sale of such property to our best ad- 
vantage. It is my observation that there 
are no more expert and skilled managers 
of real estate than in New York City. 
They have certain problems, however, 
peculiar to themselves which manage: 
ment has to face. While the cost of 
housing is higher to the tenant in New 
York City than any other section of 
the country, the net income to the 
owner makes a very unfavorable show 
ing by comparison. As we explore the 
reason for this we are convinced that 
the answer is higher taxes. We have 
discovered in our own organization, on 
review of loan applications and sup: 
ported by the returns of our own real 
estate, that taking the country as a 
whole, city real estate taxes will not ex- 
ceed about 20 percent of the gross rents. 
In New York City the average on our 
properties is about 25 percent of the 
gross collections—a gross that is the 
highest of any city in the United States. 
In the Borough of Manhattan where 
variation in tax assessments is so great 
the tax burden will run anywhere from 
16 percent up to 100 percent or conv 
plete confiscation. 

(Continued page 7, column 2) 
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$1 CHANGE IN FARM INCOME 
MEANS $7 CHANGE IN NATIONAL INCOME 


Doane Agricultural Service Sees Continued Low Prices for Many Products 


ARM income is far from static. It 
is constantly changing and is as 
variable from year to year and from 
one season to the next as the production 
and prices of the hundreds of items that 
combine to make up the total income. 
The first quarter of 1939 as a percent- 
age of the first three months of last year 
is shown by the first of the accompany- 
ing maps. The experience of the various 
states is far from uniform. In some the 
income dropped as much as 38 per cent 








REVIEW OF THE NEWS 


(Continued from page 2) 


revenues, now rank 8th among state tax 
sources in 1915 they produced 
51%, went to 20.8% in 1931 and down 
to 7.8% in 1937... big drop in prop- 
erty taxes is balanced by rise in higher 
fuel and sales taxes and other depres- 
sion cures . . . but property tax collec- 
tors still get a big haul in local revenues. 
In 1906 property taxes yielded 81% of 
local revenue, in 1911 dropped to 62 
jumped to 67% in 1932 and then down 
to 60% in 1936... There’re 229 public 
housing authorities in U.S. today, a 
gain of 400% in one year ... most 
cities of over 200,000 now have their 
own agency devoted to better housing 
for low-income groups . . . probably the 
fastest growing social trend in the U. S. 
right now . 98 of these have con- 
tracted for $377,876,000 of USHA 
loans to build 181 projects . . . another 
15 cities have land surveys under way 
. preparatory to starting building . . . 
most cities are financing their 10% con- 
tribution through bond issues, says Na- 
tional Association of Housing Officials 
. biggest headache of the housers so 
far is working out tax exemption angle 
with city officials and acquiring property 
at reasonable prices . .. FHA mortgages 
selected for appraisal in April were 105 
million 700 thousand . . . a drop from 
March FHA Administrator says 
that last year, for first time in a decade, 
residential building was more than sufh- 
cient to house a year’s gain in popula- 
tion and also replace houses destroyed 
or torn down FHA had insured 
grand total of 3 12,000 small home mort- 
gages to December 31 last year . 
amounting to 1 billion 300 million. . . 
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and in others increased up to 53 per cent, 

The second map pictures what ap- 
pears to be ahead. Wheat, cotton, and 
citrus areas have been for some months 
on a low income basis, from which there 
appears to be no immediate relief. The 
dairy areas are now definitely headed 
toward a lower level of income. The 
grain and livestock regions will probably 
continue have the best experience 
for a time. 

Businessmen and investors are vitally 


concerned with this ever changing pic: 
ture. A change of one dollar in farm in- 
come is normally accompanied by a 
seven-dollar change in national income. 
This has a profound effect on sales and 
investments. Shrewd businessmen and 
financiers will not disregard the effect of 
farm incomes when they realize that the 
changes pictured in the accompanying 
maps are intensified seven times in their 
effect on the average business. These are 
indeed vital statistics. 








January, Februsry, and March 
1939 -$1,687,000,000 
1938 - 1,679,000,000 
1937 - 1,946,000,000 
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aves fall and the tree . 
Chinese Proverb 








PRESENT — sanvary, FEBRUARY, AND MARCH 1939 


The most recent farm income figures available as a percentage of the 
income for the same period last year, Government payments 


FUTURE — proBaBLE TREND 


Next six to twelve months as compared with last year 
As of May 1939 
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From 1932 to 1936 farm income increased $3,723,000,000. During the same 
period. re ean gzerchants and weil order houses together increased their sales 


$3,*65,000,000 -- farm income and sales to rural families go up together. 
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HOW BIRMINGHAM’S MBA DID IT 
Tired of “cut-throat” competition, Birmingham’s MBA succeeded 
in devising a sort of fair practice code. Mr. Evans of the 
Evans Mortgage & Insurance Company of that 
City, an MBA member, tells about it here 


By J. PARKER EVANS 


There is a larger reservoir of capital 
seeking safe investment now than ever 
before in the country’s history. A large 
portion of it is available for the making 
and purchasing of real estate mortgage 
loans 


In the normal course of business 
there is and can be only a limited 
amount of mortgage loan _ business 
to be had. At the present time there is 
possibly a hundred dollars seeking in 
vestment for every one dollar needed, 
or wanted, by borrowers. In this we 
have a_ rather abnormal _ situation 
throughout the country, and one which 
has caused keen competition for new 
business. Lenders and their agents are 
literally stepping over each other com 
peting for business, all feeling alike 
that they are not getting their share of 
the business regardless of the amount 
being done. In an effort to gain an ad 
vantage over competitors, one group 
will lower interest rates, or service or 
commission charges, only to soon real 
ize that their competitors for the busi 
ness can and do cut still further. The 
rates are lowered again and again, and 
pressure is put on employees and repre 
sentatives to produce more volume. In 
order to get this volume loan brokers 
and originating ofhces have cut the 
profit lower and lower until a point is 
reached where the more the volume 
realized, the more losses to the broker. 


In Birmingham we have just been 
through this vicious circle and have, I 
hope, learned enough to avoid its ap 
pearance again. 


It is impossible to keep a loan corre 
spondent’s business in a healthy condi 
tion if costly services have to be ren 
dered to the public and to the investor 
alike without adequate charge. 

Every loan put on the books takes 
time and costs money and under the 
above conditions it is conceivable that 
enough volume could be done to go 
broke acquiring it. For several months 
business has been conducted at an ac 
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tual loss in a great many offices; and it 
was not until we were actually consid 
ering just how much we could pay a 
borrower for his loan and how long we 
could afford to keep up such a practice 
that the members of the Mortgage 
Bankers Association of Birmingham, in 
discussing this demoralizing condition, 
decided to try to do something towards 
putting the house in order. It was a 
long and difficult process to reconcile 
the many interests represented but 
finally, by the give-and-take method, we 
at last stabilized service and cost charges 
to be made to borrowers. A definite 
average cost schedule was made up and 
adopted by all members, and the service 
charges (commission) are in line with 
the FHA schedule of allowable charges. 
Although we feel that there is practi- 
cally no actual profit in acquiring busi- 
ness on this basis, we do know that we 
are not putting business on the books 
at an actual loss as was being done here- 
tofore. Profits, if any, are dependent on 
selling mortgages at a premium, or hav- 
ing an adequate servicing contract on 
the business produced, or both. The 
incentive for the borrower to “shop” 
his loan from one office to another is 
gone, and the various members are de- 
pending more on the quality of service 
rendered, and advertising, for the acqui- 
sition of new business. All of our ills 
are by no means cured, but a step has 
been taken in the right direction. 


MBA HERE AND THERE 

H. R. Templeton, vice president, 
Cleveland Trust Company and chair- 
man, Better Housing Program of that 
city, recently announced that four local 
banks were discontinuing 1% fee on 
construction loans ...H. G. McCall has 
been elected president of St. Paul MBA 

. Other officers: August F. Rohleder, 
vice president; Frank W. Howe, secre- 
tary-treasurer . . . Recent MBA meet- 
ings: Detroit MBA at a dinner dance at 
Detroit Yacht Club Cincinnati 


% NEWS OF WHAT’S HAPPENING 
AMONG MBA MEMBERS AND 
OUR LOCAL ASSOCIATIONS 







MBA GOVERNOR 





LAWRENCE E. MAHAN 


Lawrence E. Mahan has been in the 
mortgage loan business continuously 
since 1915, when he became associated 
with the Mississippi Valley Trust Com 
pany of St. Louis. In 1917 he was called 
to Washington, and placed in charge of 
all real estate and mortgages in the 
United States and insular possessions 
taken into custody in connection with 
the Trading with the Enemy Act. 

He was formerly an officer of the 
First National Company, and later head 
of the Real Estate Mortgage Trust 
Company. L. E. Mahan and Company, 
of which he is now President, was or- 
ganized in December, 1931 to engage 
in an active mortgage and investment 
business. 

Mr. Mahan has served on the Board 
of Governors, and in other principal 
offices, of the Mortgage Bankers Asso- 
ciation of America since 1924. He is 
also on the boards of several charitable 
institutions and business corporations 
in St. Louis. 

MBA at Hotel Gibson to discuss 
methods of bettering conditions in 
mortgage business”. . . and later meet- 
ing where members heard Ray Skirvin 
. . . St. Louis MBA had joint meeting 
with Building Owners and Managers 
Association where George C. Smith, as- 
(Continued page 7, column 3) 
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INDUSTRIAL LOANS 


Last year this publication’s predeces- 
sor printed a brief announcement that 
a large life insurance company was en- 
tering the small industrial mortgage 
field. Many members wrote to learn 
which company was mentioned and ex- 
pressed interest in the plan. Shortly 
afterwards some mortgage firms adver- 
tised that they were interested in nego- 
tiating this type of loan. Soon another 
life company declared its interest in 
such loans. 

Recently the first company made a 
more definite announcement declaring 
that it was interested in loans from $75,- 
000 to $2,000,000 at from 414 percent 
up with maturities from seven to 
twenty years. An official said that: 

“Our only real competitors, if you 
can call them that, are the RFC and 
the Cleveland Society for Savings, 
which has been doing the same thing 
most successfully for years. 

“The basic policy is to lend to com- 
panies which are in essential lines, 
which have constant demand year in 
and year out. When prices fall, raw 
material supplies for such concerns go 
down, too, and they continue to do 
business in volume. 

“Generally speaking, the 25 or 30 
loans we have made while getting this 
new section started have been indus- 
trial, with considerable accent on food 
products.” 


Loans are being made not to exceed 
60 percent of appraised value of the 
real estate security “without considera- 
tion of the value of chattels and per- 
sonal property.” No small-town or one- 
industry-town loans are considered and 
preference is for factory types subject 
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HALL OF EQUITABLE REVIEWS MORTGAGE LENDING 


(Continued from page 4) 


Bad as the tax sitation seems to be 
in New York City, there are a few cities 
just as bad. The outstanding one that 
I think of is Boston although Minnea- 
polis and Des Moines, Iowa, are not 
much better. Economies brought about 
by the tax strike in Chicago a few years 
ago have lowered the real estate tax in 
that city to a point more favorable than 


New York. 


Because you have been able to main- 
tain a higher grosg rent than other sec 
tions, particularly Chicago and Philadel- 
phia, your net returns on modern apart- 
ment houses is higher in spite of taxes 
than we find in most of the cities where 
we have loans or real estate. 


Unwilling owners of real ectate are 
always interested in its early liquidation. 
Comparisons in this respect are of but 
little benefit. Neither the price level 
nor real estate activity in Detroit or 
Los Angeles has any relation to the 
prices to be had in New York City. It 
may be of interest to know, however, 
that the market for one and two-family 
homes opened in the middle west and 
Pacific Coast before there was any 
marked improvement of real estate in 
and about New York City. This was 
not only the experience of my institu- 


tion but also that of the HOLC. There 


was an active market throughout most 
of the country in 1936 and into the late 
months of 1937 at a time when one and 
two-family homes in New York could 
be sold only on price appeal. On the 
other hand, there has been a better mar- 
ket in New York City for the modern 
multiple family properties than in other 
metropolitan areas, San Francisco and 
Los Angeles excepted. The modern six- 
story elevator apartment constructed in 
the 20's can be sold even today at prices 
more nearly approaching their former 
value than in such cities as Philadelphia, 
Chicago or St. Louis but this may be 
accounted for in part by the liberal 
terms offered, especially in the matter 
of amortization. In New York as else- 
where minimum down payments ap- 
proximate about one year’s gross income 
but purchasers expect or can be per- 
suaded to pay larger amortization in sec- 
tions of the country where the usual 
mortgage pattern requires larger amor- 
tization. In effect it seems to me that in 
our liquidation program of income 
properties the institutions in New York 
City are giving up much needed amorti- 
zation in return for excess prices while 
in other communities institutions are 
more concerned with building up a 
margin out of amortization so as to 
minimize the risk of re-acquisition. 





to easy conversion. Loans are secured 
by mortgages that include machinery, 
equipment, furniture and fixtures as col- 
lateral. 

Whether this type of mortgage lend- 
ing will amount to anything in the way 
of volume is problematical, but it is an 
interesting development because of the 
fact that investment banking channels 
are jammed except for highest grade 
bonds and preferred stocks and com- 
mercial banks are still making relatively 
few such loans. 


U. S. LENDER NO. 1 


Who will head the big combined 
U. S. lending agency proposed in the 
government reorganization bill? News- 
paper comment seems to point to Jesse 
Jones of the RFC. But as the American 
Banker observes, “there is the Garner- 
Jones axis, not at all popular with the 
ultra liberal New Dealers.” Whoever 
gets the job will have a big one on his 
hands. 

Since FHA was created more than 
250 state laws bearing on home financing 


and FHA insurance have been enacted. 


RICHARD ASTON 


(Continued from page 2) 

the things offered by his competitors. 
We happen to be long on speed and 
service so we can charge a little more 
commission and a little more interest 
than some who are not set up to meet 
us in these respects. We have always 
charged commissions as against the lo- 
cal banks who charge none. We still 
get lots of the business and the same 
kind of loans. We know they are the 
same kind of loans because every now 
and then we have some left over and 
sell them to the banks at par or at a 
small premium. 

That is how we meet competition 
today. 


MBA Here and There (from Page 6) 
sistant to president of M. K. & T. Rail- 
road spoke on “Industrial Decentraliza- 
tion and City Building” . . . At later 
St. Louis MBA meeting members heard 
Matt Fogerty, Mayor, University City 
.. . Seattle MBA recently heard Profes- 
sor Joseph Demmery, University of 
Washington, on “Underlying Business 
Trend.” 
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HOW CAN BANKS PROVIDE FOR LOSSES 
FROM REAL ESTATE LOANS? 


HEORETICALLY there should 

be no losses if the lender is capable 

and experienced. But losses do and 
will occur. Some are the result of error 
in judgment, some come from natural 
catastrophies beyond our control, as 
drought or flood. 

No one pattern for setting up a re 
serve for potential or probable losses 
will cover all requirements. Each differ 
ent lending institution in the same com 
munity will have its own approach and 
the conclusion reached will differ from 
its competitors. 

The past experience in the particular 
field of mortgage lending is the crite 
rion. We must assume of course that 
the policy of the institution has been 
determined—that the operating field is 
well known and that the lending officer 
is conversant with values, desirability or 
hazards. From that point it should be 
underwriting only. 

I personally do not know of any or 
ganizations banks, mortgage companies 
or insurance companies—which operate 
on a specific reserve basis. That does 
not mean that they do not exist or that 
loss possibilities are ignored. 

The classification and percentage to 
value of loans seem to be the vital and 
determining factor. The bank limiting 
its portfolio to say 50 per cent loans 
for a three year term on well-improved 
stabilized value farm lands would appear 
to have little or no loss possibility. You 
can insure the buildings and land 
well farmed land should not deteriorate. 
But can you get any volume of this class 
of loans? I doubt it. Will you insist that 
they are paid at maturity or will you ex 
tend them from time to time? If inde- 
finitely extended a loss factor may and 
will creep in. Climatic changes have 
occurred and farm produce values have 
a direct bearing on farm land values. 

Some banks may stay out of farm 
mortgage loans because they do not 
want to or can not legally meet the life 
insurance or mortgage company, or 
Federal Land Bank competition on rate, 
terms or amount loaned. Their port- 
folios may consist largely of loans on 
city property, and here another type of 
problem presents itself. What type of 
loans are to be made—3 or 5-year term 

annual or semi-annual reductions—or 
complete monthly amortization over a 
period of years? What type of security 
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By W. L. EGGERT 


will be acceptable? Let us make a par- 
tial check of what is available: 

Dwellings, single-duplex or multiple 
occupancy. 

Apartments or flats. 

Mercantile buildings, downtown or 


suburban. 





SETTING up reserves for 

losses on mortgage loans is a 
difficult task, says Mr. Eggert, 
and adds that there is no specific 
rule-of-thumb that can be fol- 
lowed. He is vice president of 
the Spokane and Eastern branch 
of the Seattle First National 
Bank and recently spoke at the 
Pacific Northwest Conference 
on Banking. He has been active 
in Spokane MBA affairs. He 
writes that his article is not in- 
tended to be a broad discussion 
of this subject but merely some 
brief observations of his own. 





Special purpose buildings such as 
churches, lodges, warehouses, manufac- 
turing plants or service stations. 

Remember that the type of security 
for which there is the largest general 
demand or resale possibility should be 
the best loan basis. Dwellings, I believe, 
are conceded to head the list. 

Policy determination may eliminate 
certain of these and also restrict the ac- 
ceptable types to location, design and 
age limitations. Will the bank be con- 
tent to get all the loans it can, staying 
within its classification, percentage of 
loan and amortization program, or will 
it be swayed in its judgment by the pre- 
vailing competition? Here again is a 
human equation in determining the loss 
or reserve underwriting. 

If the bank decides on a broad classi- 
fication including special purpose build- 
ing loans it probably should set aside a 
part of its interest income to create a 
reserve for losses. Whether that should 
be one-tenth, one-fourth or one-half of 
1 per cent yearly on the outstanding 
principal depends on the type of busi- 
ness transacted. 

During recent years the general trend 
has been to put all mortgage loans on a 
monthly amortization or yearly reduc- 
tion basis. The days of believing that 


“Three years after date I promise to 
pay” seems to be past. Many lenders 
have found it to mean “I promise to 
renew’. The borrowers generally are 
satisfied or happy on a “pay-as-we-go” 
program. 

Such a tendency sets up within the 
loan itself a loss reserve, by creating a 
constantly increasing margin in the se- 
curity. I do not mean that amortization 
wholly eliminates all loss possibility. It 
does not. Amortization programs are 
not always carried out. 

Some years ago numerous bond issues 
based on mortgage collateral were in- 
sured by casualty underwriters and of- 
fered as “insured mortgage bonds”. The 
rates charged were one-fourth to one- 
half per cent per year. Some were 
half of 1 per cent per year. Some were 
paid out by the security liquidation and 
some were not. Was the charge made 
or the reserve thereby created too low 
or was that fault in the fundamental 
security? 

FHA limits its insurance on dwellings 
to 4-family units, though permits financ- 
ing which any banker 10 years ago 
would have said was excessive, that is 
up to 20 years and 80 per cent. It sets 
its annual charge or reserve at Y% per 
cent on new construction and VY per 
cent on existing. It hopes to cover all 
losses, part of its operating cost and to 
return to borrowers part of that charge. 

A well thought out loaning program, 
selection and diversification of risk, will 
automatically set the basis for a reserve 
account. I have analyzed various statis 
tics on mortgage foreclosures without ar- 
riving at any definite decision. They do 
not give the vital information needed. 
Seldom if ever do they show the salvage 
return on the sale of the security. 

The type of the loan, how it is serv 
iced during its term and its amortization 
program are a final basis. Experience 
alone can determine the need for or the 
amount of a reserve required. 

Certainly one-fourth of 1 per cent an 
nually on the invested principal should 
be an ample buffer on a well-rounded 
mortgage portfolio. You may not need 
it; if so, the surplus or undivided profit 
account will always welcome the con- 
tribution. If errors of judgment or 
causes beyond your control make you 
fall back on it, it’s a mighty fine thing 
to have available. 
















